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PHILIPPINES: 


KEY ECONOMIC INDICATORS 


(In millions of U.S. dollars unless noted) 


Domestic Economy 
Population (est. in millions) 
Population growth (% est.) 
GDP in current dollars 
GNP in current dollars 
Per capita GDP, current dollars 
GDP in real terms (1985=100) % change 
GNP in real terms (1985=100) % change 
Consumer price index, average % change 


Production and Employment 
Labor force (thousands) 


Unemployment rate (%) 
Industrial prod. (1985=100) % change 
Nat‘’l gov’t budget deficit as % of GNP 


Balance of Payments 
Exports (FOB) 


Imports (FOB) 
Trade balance 
Current-account balance 

Foreign direct investment (inflow) 

Foreign debt, as of end-of-period 
Debt-service paid (principal & interest) 
Debt-service as % of goods & serv exports 

Foreign exchange reserves 
Average exchange rate (in Pesos/USS) 


Foreign Investment (CB registrations) c/ 
Total (cumulative) 


U.S. (cumulative) 


U.S.-Philippine Trade (Philippine data) 
U.S. exports to Phil. (FOB) 
U.S. imports (FOB) 
U.S. trade balance with Philippines 
U.S. share of Phil. exports (%) 
U.S. share of Phil. imports (%) 


U.S. Bilateral Aid (fiscal year) 
Economic (includes food aid) 
Security (includes training) 


1989 


60.51 7e/ 
2.3 
42,442 r/ 
41,922 r/ 

$706 r/ 
5.9 x7 
56) 27 

10.6 


24,120 
9.2 
8.0 r/ 
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7,821 
10,419 
(2,598) 
(1,456) 

972" / 
27,616 
3,139 r/ 

25.2 

2,324 
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3,105 
1,718 


1,979 

2,946 
(967) 
37.7 
19.0 


488.3 
360.7 
127.6 


1990 


61.5 r/ 
2.3 
43,865 r/ 
43,958 r/ 
$713..2/ 
22 £7 
3o7 «Sy 

12.7 


25,290 
9.4 
1.1 
Sec 


8,186 
12,206 
(4,020) 
(2,695)xr/ 

706 r/ 
28,549 

3,675 r/ 

28.2 r/ 

1,993 
24.310 


3,303 
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2,366 

3,095 
(729) 
37.8 
19.4 


533.4 
390.7 
142.7 


Jan-June 
1991 


62.5 
2.3 
20,863 
20,984 
$334 
(0.6) 
(0.2) 
18.4 


26,102 
11.5 
(5.1) 

0.8 


4,169 
5,942 
(1,773) 
(606) 
480 
28,880 a/ 
3,538 b/ 
25.0 b/ 
3,510 
27.923 


3,538 
1,808 


1,269 

1,439 
(170) 
34.5 
21.4 


NA 
NA 
NA 


1991 
Proj. 


62.9 
2.3 
45,728 
45,916 
$727 
0.1 
0.3 
18.0 


25,900 
11.0 
(2.5) 

1.8 


8,750 
12,350 
(3,600) 
(1,600) 
840 
29,400 
3,538 
25.0 
3,500 
27.545 


3,580 
1,830 


2,600 

3,060 
(460) 

35 

21 


588.2 
385.6 
202.6 


Principal U.S. exports (Jan-June 1991): consigned materials for semiconductors, electronic 
and electrical machinery manufacture, $267 million; transport equipment, $165 million; 
nonelectric machinery, $142 million; electric machinery, apparatus and appliances, $123 
million; cereals and cereal preparations, $80 million; and artificial resins and plastic 


materials, $40 million. 


Principal U.S. imports (Jan-June 1991): consigned garments and 


accessories, $359 million; consigned semiconductor devices, electronic and electrical 
machinery, $238 million; clothing and accessories, $144 million; sugar, $85 million; 
electric machinery, apparatus and appliances, $80 million; and coconut oil, $60 million. 
a/ As of May 1991, b/ full-year projection, c/ principally exercised to assure 


repatriation rights, r/ revised Sources: 


Government of the Philippines, USAID 





SUMMARY 


The Philippine economic contraction which began in the last 
quarter of 1990 continued into the first half of 1991, as the 
government worked to stay within its austerity program. 
Economic expansion was hobbled by continued high inflation and 
interest rates, as well as necessary efforts to tame 1990’s 
record fiscal and trade deficits, natural disasters, and 
political anxiety surrounding the future of the U.S. military 
bases in the country. Investment flows were sluggish as 
investors took a wait-and-see attitude. 


Gross national product (GNP) contracted by 0.2 percent in the 
first half of 1991, compared with 3.4 percent growth in the 
first half of 1990. The domestic economy (gross domestic 
product -- GDP) shrank by 0.6 percent. Industrial output was 
particularly poor, with manufacturing production declining 


slightly and construction activity contracting fully 27 percent 
from its level a year ago. 


Inflation was gradually brought under control during the course 
of the year, dropping from a month-to-month rate of 2.9 percent 
in January to 0.8 percent in August, and only 0.1 percent in 
October. The oil price rollback and lowered import levy will 
offset some of the expected upward pull on prices of election- 
related spending and Christmas demand, so the annual rate for 
all of 1991 should average 17.5 to 18 percent. Interest rates, 
meanwhile, eased somewhat as treasury bill rates steadied 
following government efforts to control the fiscal deficit. 


Slowed imports will contribute to a narrower trade gap in 

1991. The deficit is expected to finish at about $3.6 billion 
by year’s end, down from a record-high $4 billion in 1990. 
Contrary to 1990’s rapid depreciation of the peso, the currency 
actually grew stronger in the first nine months of 1991, 
currently holding at slightly under 27 pesos to the dollar from 
1990’s closing rate of 28 pesos to the dollar. 


Economic woes have led to a rethinking of the rationale for the 
relatively closed Philippine economy of the past. A new tariff 
reform measure has just been implemented, and a new foreign 
investment law will allow significantly expanded investment 
opportunities with majority ownership for foreign interests, 
assuming that a legal challenge to the law is dismissed. Trade 


opportunities for U.S. exporters exist in a wide range of 
industries. 


The general economic outlook for 1992 is for modest expansion 
of between 2 and 3 percent, spurred in the first half by 
election-related spending. Much depends on the ability of the 
next president to complement recent economic reforms with 
additional pro-business policies to get the economy moving. 


Note: This report was prepared in November 1991. 





CURRENT ECONOMIC SITUATION AND TRENDS 


The Philippine gross domestic product (GDP) shrunk by 0.6 percent 
during the first half of 1991. Gross national product (GNP), 
benefitting from an improvement in post-Gulf War overseas 
workers’ remittances, fell only 0.2 percent. The disappointing 
performance reflected the combined impact of high inflation and 
lagging investment, as well as government policy to reduce its 
fiscal deficit through tight expenditure control and a 
controversial 9 percent import tax levy. Business interests 
continued to complain about the high cost of financing -- 
commercial lending rates dipped into the 16 to 20 percent range 
earlier in the year after late 1990’s high rate of over 30 
percent, but have gone back above 20 percent in recent months. 


The key factors contributing to negative growth on the demand 
side were a capital investment slump, cutbacks in government 
consumption, flat export performance, and slower personal 
consumption growth. On the production side, 1991’s negative 
first half economic performance resulted from a decline in 
industrial sector output, which improved agricultural performance 
was unable to offset. Agricultural output, benefitting from a 
bumper harvest of rice and corn, increased by 3.5 percent, while 
industrial output declined by over 5 percent. 


Some growth is expected in the second half of 1991, particularly 
in the last quarter, as businesses begin to rebuild inventories 
in preparation for holiday demand and election-related spending. 
(As of early November, however, that inventory buildup has not 
been seen, calling into doubt the pace of the recovery.) 
Personal consumption, which was hurt by labor displacements from 
the Pinatubo disaster, may still improve, with slower inflation 
as a result of the government’s austerity policies. The Embassy 
forecasts modest year-to-year GDP growth of 0.5 to 1.0 percent 
during the second half of 1991, which will mean a flat to 
marginal full-year growth performance of 0 - 0.2 percent. Growth 
prospects for 1992 are marked by uncertainty over the outcome of 
the May general election and the cloudy status of the U.S. 
military facilities here. 


Prices and Interest Rates: High inflation has been a major 
concern since July 1989. Consumer price inflation accelerated 
from an average 10.6 percent in 1989 to 12.7 percent in 1990, and 
although inflation has slowed in the latter half of 1991 due to 
government austerity measures, the rate is expected to average 
17.5 to 18 percent for the full year. Central Bank foreign 
exchange purchases have also injected pesos into the financial 
system, complicating efforts to control money supply growth and 
curb inflation. Still, inflation has slowed significantly during 





the latter half of 1991, to a month-to-month average of 0.7 
percent (9 percent per annum). For 1992, the Philippine 
Government is aiming for average inflation of 10 percent, but 
12-14 percent is more likely. Commercial lending rates have 
eased from December 1990 levels of over 30 percent, taking their 
cue from treasury bills, whose yields softened following 
government deficit control efforts. Weak loan demand, consistent 


with the economy’s lethargic performance, has also helped bring 
down loan rates. 


Fiscal Policy: The Aquino administration is determined to 
stabilize its fiscal account after last year’s record budget 
deficit. The government deficit in 1990 reached 37.2 billion 
pesos (3.5 percent of GNP), while the consolidated public sector 
gap (including Central Bank and public corporation shortfalls) 
soared to 57.8 billion pesos (5.4 percent of GNP). The 1991 goal 
is 26.6 billion pesos for the government deficit and 47.8 billion 
pesos for the consolidated public sector deficit. A 254.7 
billion peso government cash disbursement program for 1991, while 
nominally 18 percent higher than 1990, will roughly equal last 
year’s spending in real terms. 


In 1992 the Philippine Government plans to narrow the 
consolidated public sector gap significantly to 36.3 billion 
pesos (a 25 percent reduction), and come close to eliminating its 
fiscal deficit with a shortfall of only 3.8 billion pesos. 
Meeting that program, however, will require a 21 percent 
expansion in government revenues, a job made difficult by the 
Philippine Senate’s resistance to new revenue proposals. 


External Accounts and Foreign Exchange: The Philippines posted a 
$1.1 billion balance-of-payments (BOP) surplus in the first half 


of 1991, a reversal of the $183 million full-year deficit posted 
in 1990. Over the same period, the Philippines’ capital account 
surplus widened to $1.3 billion, seven times 1990’s comparable 
figure. This reflected improvements in long-term and short-term 
capital flows, as well as in foreign investment. Expansion in 
foreign investment inflows came mainly from reinvested earnings 
and the revival during the year of debt-to-equity swaps, not from 
significant new investments. 


In contrast to 1990’s experience, the peso has been appreciating 
in 1991. At the current rate of just under 27 pesos per U.S. 
dollar, the peso is likely to end the year somewhat stronger than 
its 1990 closing rate of 28:1. This trend reflects weak import 


demand, aggravated by the imposition of higher import taxes early 
in the year. 





Foreign Trade: The Philippines’ merchandise trade gap for the 
first half of 1991 narrowed by 5 percent to $1.8 billion, as 
imports slowed dramatically as the 9 percent import surcharge 
stemmed demand for foreign goods. Although the United States 
continues to be the Philippines’ largest trade partner, bilateral 
trade growth slowed in 1991. An 8 percent rise in imports from 
the United States to $1.3 billion compared poorly to the previous 
year’s increase, while exports to the United States fell by 4 
percent to $1.4 billion. Central Bank projections for full-year 
1991 place the Philippines’ trade deficit somewhere between $3.5 
and $3.7 billion, significantly lower than 1990’s record deficit 
of $4 billion. Manufactured exports, which account for 70 
percent of the total, grew by 10 percent. Mineral and coconut 
product exports declined sharply. Better prices for fish and 
increased fruit shipments meant significant growth in export 
earnings for these products. Philippine demand for imported 
goods rose by only 2.8 percent in the first semester of 1991 
compared with the same period last year. This was the 
Philippines’ lowest year-to-year half-year import growth since 
the second half of 1986, when imports rose by less than 1 
percent. Import growth would have been even slower were it not 
for a 16 percent rise in oil imports. Imports of consumer goods 
dropped sharply, by 18 percent. 


Investment: Investment growth tumbled sharply in the first half 
of 1991, as rising inflation, high interest rates, and political 
concerns combined to discourage spending on new or expanded 
productive capacity. Gross capital formation dropped by 21.9 
percent from 1990’s comparable level. Significantly, 
investment’s share of total GNP in the first half of 1991 was 
18.4 percent, smaller than the 23.5 percent level logged in 1990. 


Labor: Disruptions of work due to strikes and labor disputes 
continued the decline noted since 1988. The minimum wage for 
Manila was boosted twice in the last quarter of 1990, for a total 
increase of 32 percent to 118 pesos ($4.37) per day. Continued 
high inflation could produce demands by labor for further minimum 
wage increases. The unemployment rate stood at 9.6 percent in 
January 1990, although there is also very significant 
underemployment in the economy. 


Outlook: Economic performance over the next several years will 
depend on the ability of the country’s leadership to successfully 
follow through on the process of liberalizing the economic regime 
and becoming a export-oriented, growth-oriented economy. The 
nation is burdened by tenacious fiscal and trade deficits and a 
large debt service burden, both domestic and foreign. The 
Embassy expects the economy’s performance in 1991 to fall from 
last year’s 3.7 percent GNP growth to an almost zero-growth level 
of 0.3 percent. Year-to-year inflation for 1991 should be around 





17 to 18 percent. The outlook for 1992 depends heavily upon the 
ability of the government to stay within its International 
Monetary Fund (IMF) program and to control the fiscal deficit 
through increased revenues. The "best guess" scenario for next 
year seems to be for a modest recovery spurred by election 
spending which will lure increased investment. 


IMPLICATIONS FOR THE UNITED STATES 


The relatively grave economic situation confronting the 
Philippines prompted the government to adopt in 1991 trade and 
investment reforms that further open the Philippine economy to 
foreign business. While foreign businessmen continue to complain 
of bureaucratic red tape, inadequate infrastructure, inconsistent 
policies and other problems, U.S. companies already present in 
the Philippines are generally profitable, and a substantial 


number are undertaking significant expansions within the next few 
years. 


Trading With the Philippines: U.S. companies can access the 
Filipino market through direct sales, the use of agents and 
distributors, franchising, licensing, and setting up local 
branches and subsidiaries. The Manila-based offices of the U.S. 
and Foreign Commercial Service (US&FCS) and the American Chamber 
of Commerce of the Philippines can assist in identifying Filipino 
trade and business partners, as well as trade prospects. 


Tariffs and Taxes: Pursuant to Executive Order 470 issued July 
20, 1991, the number of tariff levels will be reduced over a 
four-year period from. seven to four, with rates ranging from 3 to 
30 percent. The new tariff structure applies to approximately 
two-thirds of over 6,000 items. However, after July 1995, some 
208 strategic items will continue to enjoy 50 percent tariff 
protection. These protected commodities include rice, vegetable 
oils, sugars, fruits, and luxury consumer goods such as alcohol, 
tobacco, and leather goods. Imports are also subject to excise 
tax and value-added tax (VAT). A temporary import surcharge of 5 
percent (reduced from 9 percent in August, 1991) applies, in 
addition to import duty, to most imports. The additional levy is 
not imposed in some special cases, and the Aquino administration 
has promised to lift this levy entirely by June, 1992. 

Commencing December 1, 1991, imports valued over $500 from all 
countries will be subject to preshipment inspection to prevent 
misdeclaration of goods into the Philippines and tariff evasion. 


Trade Barriers: A first phase of trade reforms undertaken in 
1987 eliminated most quantitative restrictions on imports. Some 
116 commodities are unlikely to be deregulated for reasons of 
health, safety, or national security. These commodities include 





rice and corn, pesticides, poultry and livestock, beef and pork, 
firearms and ammunition, and chemicals used to make explosives or 
dangerous drugs. 


Banking Liberalization: Foreign banks have not been allowed to 
open new branches since 1948. New foreign participation in 
banking is limited to taking a 30 percent equity stake in a 
domestic bank (40 percent with Monetary Board approval). In 
addition, foreign banks may not obtain universal (merchant) bank 
licenses or offer trust services. A bill before the House of 
Representatives would substantially liberalize the foreign bank 
sector, but only if foreign banks agree to be subject to 
artificially high minimum capitalization requirements, credit 
allocation schemes, and other unattractive restrictions 
applicable to domestic banks. 


Exports: Export-oriented enterprises enjoy a variety of 
incentives, including simplified import and export procedures, 
exemption from the payment of excise tax on exports, refunds of 
VAT paid on imports that are reexported, foreign exchange 
assistance, and the availability of low-cost facilities located 
in the Export Processing Zones. Nonetheless, exporters are 
bedeviled by cumbersome and costly bureaucratic procedures. For 
example, exporters must prepay duties on imported raw and 
intermediate goods for processing into export commodities, 
sometimes months ahead of delivery. Refunds (duty drawbacks) on 
reexports are often not received until months after the export 
shipment. Faced with millions of dollars of duty drawback 
claims, the government is making efforts to streamline the duty 
drawback system. 


Best Trade Prospects: The US&FCS has identified 21 industry 
sectors as "best prospects" in 1991 for immediate U.S. sales to 
the Philippines. 


(1) Industrial chemicals: The value of the industrial chemicals 
market is estimated at $921.72 million for 1991 with imports 
expected to account for $691.29 million. U.S. exports of 
industrial chemicals are expected to reach $172.85 million in 
1991, with an average annual growth rate of 30-35 percent. U.S. 
suppliers are particularly strong in the market for enzymes, 
methanol, butanol, fatty alcohols, menthols, pthalic 
plasticizers, acetic and acetic anhydride, fluorocarbon, 
refrigerants, organo-sulfur compounds, sulphonamide, aldehydes, 
procaine, glycerine, esters and salts. Organic chemicals, with 
an estimated 1991 market of $645.2 million, are a particularly 
promising subsector. 


(2) Telecommunications equipment: The 1991 market for 
telecommunications equipment is expected to be $330 million with 
imports accounting for $308.75 million. U.S. exports of 
telecommunications equipment are expected to reach $77.20 million 





in 1991, with an average annual growth rate of 30-35 percent. 
Major products needed in the next three years include local 
exchange equipment, customer premises equipment and pay 
stations, transit exchange equipment, multiple access 
subscriber radios, transmission systems, and cellular phone 
systems. Promising subsectors with estimated 1991 total market 
size are telephone and telex equipment ($190 million), 

mobile telecommunications equipment ($50 million), cellular 
telecommunications systems ($22 million), and 
telecommunications accessories ($5 million). 


(3) Building products: The 1991 market for building products 
is estimated at $1 billion, with imports accounting for $200 
million. U.S. exports of building products are expected to 
reach $40 million in 1991, with an average annual growth rate 
of 10-20 percent. The construction industry continues to be 
the most promising sector in the country, involving road and 
waterworks projects, as well as rehabilitation work 
necessitated by a series of severe natural disasters since 
mid-1990. Although the United States ranks a far second to 
Japan for building materials and supplies, it leads in the 
supply of aluminum extruded products and aluminum structures. 
Other promising subsectors with estimated 1991 total market 
size are: Portland cement and cement clinker ($370 million), 
reinforcing steel ($180 million), concrete fabricated materials 
($108 million), prefabricated steel for industrial and 
commercial buildings ($120 million), and fabricated structural 
materials ($95 million). 


(4) Plastic materials and resins: The 1991 market for plastic 
materials and resins is estimated at $500 million with imports 
accounting for $475 million. U.S. exports of plastic materials 
and resins are expected to reach $67.6 million in 1991, with an 
average annual growth rate of 15-20 percent. Stiff competition 
in the market for plastic packaging materials makes this area 
promising for the next three years. The United States is 
considered the leader for polypropylene and polyvinyl chloride, 
with 17 and 27 percent market share, respectively. Promising 
subsectors with estimated 1991 total market size are 
polyethylene ($150 million); polypropylene ($55 million), and 
polyvinyl chloride (PVC) ($100 million). 


(5) Computers and peripherals: The 1991 market for computers 


and peripherals is estimated at $60.11 million with imports 
accounting for the entire market. U.S. exports of computers 
and peripherals are expected to reach $44 million in 1991, with 
an average annual growth rate of 10-15 percent. The presence 
of active U.S. companies like IBM and NCR, as well as 
established local distributors, gives the United States a 
strong hold on this growing market. Promising subsectors with 
estimated 1991 total market size are peripherals ($21 million), 





and compatibles, mini-micro computers (upper and lower level), 
business and desk top micros and home/hobby microcomputers 
($26.12 million). 


(6) Mining Equipment: The 1991 market for mining equipment is 
estimated at $48.67 million with imports estimated at $45 
million, U.S. exports of mining equipment are expected to reach 
$6.75 million in 1991, with an average annual growth rate of 
5-15 percent. The United States is the prominent supplier for 
open-pit mining equipment, and drilling and handling 

equipment. Promising subsectors with estimated 1991 market 
size are underground equipment ($20 million); mineral 
beneficiation equipment ($2.5 million); crushing, pulverizing 
and screening equipment ($9 million); mining accessories ($2.5 
million); and mining safety equipment and supplies ($2 million). 


(7) Hotel and restaurant equipment: With an estimated 1991 
market size of $32 million and estimated total 1991 imports of 


$25 million, U.S. exports of hotel and restaurant equipment are 
expected to reach $8.5 million in 1991, with an average annual 
growth rate of 5-10 percent. Promising subsectors with 
estimated 1991 total market size are: cold storage equipment 
($7.68 million); specialized equipment ($6.21 million); bakery 


equipment ($3.84 million); and food service equipment ($3.70 
million). 


(8) Security and safety equipment: The market size for 
security and safety equipment is estimated at $20.35 million in 
1991 with imports accounting for $6.1 million. U.S. exports of 
safety and security equipment are expected to reach $2.15 
million in 1991, with an average annual growth rate of 5-10 
percent. Since Philippine safety and security standards are 
based on U.S. laws, U.S. suppliers have enjoyed a significant 
market share in previous years. Promising subsectors with 
estimated 1991 market size are: safety and rescue equipment 
($3.05 million), communications and surveillance equipment 
($2.44 million), alarms and signals ($1.47 million), electronic 
detection equipment ($1.21 million), fire protection equipment 


($8.49 million), and specialized safety and security equipment 
($2 million). 


(9) Medical equipment: The 1991 medical equipment market is 
estimated at $64.56 million with imports accounting for $51.65 
million. U.S. exports of medical equipment are expected to 
reach $14.64 million in 1991, with an average annual growth 
rate of 10-15 percent. Promising subsectors with estimated 
1991 market size are: X-ray machines with 100MA, films and 
plates ($13.41 million); computerized medical equipment, 
ultrasound and scanners ($18.77 million); surgical equipment 
($22.3 million); medical supplies ($1.56 million); therapeutic 
equipment ($1.5 million); and electronic ECG and other 
monitoring equipment ($3 million). 





(10) Food processing and packaging equipment. The estimated 


1991 market size for food processing and packaging equipment is 
$52.22 million with imports accounting for $43.4 million. U.S. 
exports of food processing and packaging equipment are expected 
to reach $7.8 million in 1991, with an average annual growth 
rate of 5-10 percent. Promising subsectors with estimated 1991 
total market size are bakery equipment ($11.56 million), meat 
processing equipment ($3 million), juice processing equipment 
($2 million), wrapping and packaging equipment ($7.12 million), 
and bottling machinery ($10 million). 


The remaining 11 best prospects are: 


Architectural, construction and engineering services 
Pollution control systems 

Electrical power systems 

Electronic components 

Printing and graphic arts 

Household consumer goods 

Laboratory instruments 

Renewable energy resources 

Avionics and ground support equipment 
Automotive parts and components 
Computer software 


° 
° 
° 
° 
o 
° 
° 
o 
° 
° 
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More details on these 1991 best prospects are available from 
the US&FCS office in Manila. 


New Investment Law: Under Book I of the Omnibus Investments 
Code of 1987, as amended, investors seeking to enjoy certain 
tax and other incentives must obtain the approval of and 
register with the Board of Investments (BOI). Foreign equity 
ownership is generally limited to 40 percent. However, up to 
100 percent foreign ownership may be allowed, subject to 
constitutional and statutory limitations, if the investment is 
in one of the "pioneer" priority industries identified in the 
annual Investment Priorities Plan (IPP), or if the enterprise 
will export at least 70 percent of its output. In those cases, 
foreign ownership must be divested down to 40 percent within a 
period of 30 years or longer, as determined by the BOI. The 
IPP for 1991 emphasizes basic and strategic industries such as 
petrochemicals, resource-based industries, inputs for export 
industries, support facilities and services for industries 
(including infrastructure and research and development), and 
tourism-oriented services. Wholly foreign-owned companies may 
also be set up in export processing zones, with considerably 
relaxed restrictions. 





The Foreign Investments Act of 1991 (FIA) went into effect on 
November 13, 1991. It applies in general to foreign investors 
who do not seek the incentives available under Book I of the 
Omnibus Investments Code and permits them to invest, without 
BOI approval, up to 100 percent of the equity of companies 
engaged in activities not included on the so-called Foreign 
Investment Negative List. That Negative List consists of three 
parts. List A contains the activities restricted by the 
Constitution or statute. List B contains: (1) activities 
related to defense or law enforcement, such as the manufacture 
or distribution of firearms, ammunition, military ordnance and 
similar materials; (2) activities having negative implications 
for health or morals, such as gambling, running nightclubs and 
bars, massage clinics and the like; (3) small and medium-sized 
domestic market enterprises with less than $500,000 paid-in 
capital, unless they possess advanced technology; and (4) 
export enterprises (defined to mean companies that export at 
least 60 percent of their output) that utilize depleting 
natural resources and have less than $500,000 paid-in capital. 
List C is to contain areas in which the National Economic and 
Development Authority (NEDA) has determined that existing 
enterprises already adequately serve the needs of the economy 
and consumers. Companies desiring protection from foreign 
competition must petition NEDA for inclusion in List C, and 
their petitions will be subject to public hearings. 


However, for three years ending November 12, 1994, List C will 
consist solely of: (a) import and wholesale activities not 
integrated with the production and manufacture of goods; (b) 
services currently requiring a license; and (c) enterprises 
owned in the majority by a foreign licensor that assemble, 
process or manufacture goods for the domestic market under a 
license from the licensor. 


While the FIA contains a few additional restrictions that apply 
during this so-called transitory period, in general foreign 
investors should find it much easier than before to establish 
new projects in the Philippines during the next three years. 
New investments under the FIA need only be registered with the 
Securities and Exchange Commission and, in order to ensure the 
right to repatriate capital and remit profits, with the Central 
Bank. The Supreme Court is now hearing a challenge to the 
validity of the FIA, and investors may decide to postpone 
investment decisions until the court rules on the matter. 
Nonetheless, the FIA’s passage demonstrates a more liberal 
attitude on the part of the government, which should carry over 
into other areas of investment activity as well. 


There are also opportunities for foreign investors to undertake 
build-operate-transfer (BOT) and build-and-transfer projects 
under 1990 legislation that came into effect in mid-1991. The 


government is compiling a list of projects that will be offered 
under the BOT scheme. 


* U.S. Government Printing Office : 1991 - 311-913740025 








